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Years Ended February 28 

1975 

1974 

Sales . 

. $95,552,291 

$92,192,901 

Earnings Before Income Taxes . 

3,382,298 

3,065,322 

Income Taxes. 

1,632,500 

1,374,500 

Net Earnings . 

1,749,798 

1,690,822 

Earnings Per Common Share (A) ... 

1.38 

1.32 

Shareholders' Equity. 

17,889,678 

16,505,065 

Shareholders' Equity Per Share . 

14.12 

12.90 

Common and Common Equivalent 
Shares Outstanding (A). 

1,266,807 

1,279,402 


(A) Calculated in accordance with Opinion #15 Accounting 
Principles Board. 

Dividend Payments 


1st Quarter. 6 1 /*1 

2nd Quarter. 6V4^ 5$ 

3rd Quarter. 5$ 

4th Quarter. 6*/4^ 6% $ 

Total. 25<t 2lV*$ 


Common Stock Price Range 

Traded on the American Stock Exchange — Symbol AAV 


1st Quarter. 4%-5% 5 1 /2-8% 

2nd Quarter. 4 3 /8-5V2 5V2-7 3 /8 

3rd Quarter. 3 Vs-4% 5 -7Vs 

4th Quarter. 2%-4 3 /8 4 1 /2-6 1 /i 


Shareholders may obtain a 
copy of the Company's Form 
10K Annual Report as filed 
with the Securities and 
Exchange Commission by 
writing to: 

Irving L. Kaplan, 

Senior Vice President, 

The AAV Companies, 

31100 Solon Road, 

Cleveland, Ohio 44139. 



































To Our Shareholders 


Fiscal 1975 was the fourth consecutive year in 
which The AAV Companies set new records in sales, 
earnings and earnings per share. We feel this pattern 
of record results demonstrates your Company's 
ability to respond effectively to challenging 
economic conditions. 

Significantly, for the year, we recorded an increase 
of 10.3 per cent in pre-tax earnings on a 3.6 per cent 
increase in sales. Net earnings of $1,749,798 or 
$1.38 per share increased 3.5 per cent over last year's 
$1,690,822 or $1.32 a share. After tax earnings 
did not register the same improvements as pre-tax 
earnings due largely to an increase of 18.8 per cent 
in income taxes. Our effective tax rate for fiscal 1975 
was 48.3 per cent compared to 44.8 per cent in the 
previous year. In large part, this resulted from 
management's decision to hold down capital expendi¬ 
tures last year, lowering our investment tax credit 
by $46,622 or four cents a share. It is expected that 
expenditures for capital assets during the current year 
will approximate a more normal level. 

Net earnings were further affected by the Company's 
adoption of the LIFO method for valuing cigarette 
inventories, about 45 per cent of total inventories. 

This decreased reported earnings by $99,700 or 
eight cents a share. 

Sales for fiscal 1975 were a record $95,552,291, 
up from the previous year's sales of $92,192,901. 

The sales figures, however, must be put into proper 
perspective with regard to our overall activities 
for the year. 

The sales increase occurred primarily in the 
wholesaling division and included the contribution of 
Beaver Falls Candy & Tobacco Company, Beaver 
Falls, Pennsylvania, which was acquired at the 
beginning of the year. Beaver Falls added approxi¬ 
mately $6,900,000 to sales. Total corporate sales 
increased less than this amount largely because of the 
continuation of the Company's previously reported 
policy of analyzing carefully all aspects of our business 
with the aim of improving overall profitability. 

As a result, during the year, we eliminated sub¬ 
stantial sales which did not meet profit objectives. 

At the same time we added new profitable business 
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which served both to increase sales for the year and 
improve gross margins. It is a difficult decision to 
eliminate large amounts of sales and such action is 
taken only after intensive efforts to obtain price 
adjustments which would allow us to maintain a 
satisfactory level of profitability. 

We believe this close analysis of our business and 
the elimination of certain volume serves to strengthen 
our base of business. Its effectiveness in improving 
profitability is evident from our results. 

We will continue to be selective in retaining and 
adding new volume. This has given us greater flexibility 
and permits us to serve profitably those many 
customers who demand the high quality and efficient 
service for which AAV is noted. 

This program, coupled with a stringent cost control 
effort in which employees at every level are cooperat¬ 
ing, should continue to benefit us during this 
period of rapidly rising prices for products, labor 
and equipment. 

Both segments of our business — Vending/Food 
Service and Wholesaling — were affected sharply by 
rising prices last year. As an example, cigarette 
manufacturers increased prices more in the six-month 
period May-to-November than they had in the 
prior four years. We also experienced increasing 
prices for sugar, cocoa, paper products, food and 
other goods. 

In pursuing new business we have attempted to 
inform new customers of the economic problems 
affecting the Vending/Food Service and Wholesaling 
businesses and then offer reasonable solutions in 
line with our objectives and theirs. We feel we have 
improved our position with this candid approach while 
at the same time demonstrating our reliability and 
strengths in providing needed and desired 
quality services. 

Financial Position 

Working capital at year-end was $7,479,144 
compared to $4,989,461 at the end of the previous 
year. Our current ratio was 2.2 to 1 compared to 
1.7 to 1 last year. 

Shareholders' equity increased to $17,889,678 or 
$14.12 a share at year-end compared to $16,505,065 or 
$12.90 a share at the end of the prior fiscal year. 

Dividends were paid throughout the year at the 
quarterly rate of 6 V 4 cents per share for a total annual 
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dividend of 25 cents compared to 21 V* cents in 
the previous year. 

In Summary 

In our comments to shareholders at last year's 
Annual Meeting, we traced AAV's solid and substan¬ 
tial growth over the previous 10 years. We now have 
added another year to a long period of improvement 
in the major measurements of our progress. 

This history of success, combined with widely 
recognized capabilities in providing outstanding 
service, gives us confidence in your Company's ability 
to produce continued satisfactory long-term results. 

The current year will reflect additional economic 
uncertainties and we approach it with an open mind, 
assured that if it is possible to improve operating 
results for the year, we will do so. 


Sincerely, 



Louis B. Golden 
Chairman 



Robert S. Reitman 
President 

May 23,1975 



Louis B. Golden 


Robert S. Reitman 
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Operating Review 

Vending/Food Service 

AAV's Vending/Food Service business accounted 
for 43 per cent of total corporate sales in fiscal 1975. 

The progress of the Vending/Food Service 
industry is tied directly to the increasing mobility 
and leisure time prevalent in society today and to the 
acceptance by the general public of the reliability 
and quality of vended products. 

At AAV we strive to satisfy not only the customer 
on whose premises our machines are located but 
also to satisfy the individuals who make purchases 
from the equipment. 

Our Vending/Food Service business ranges from 
locations with a single machine to extensive banks 
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i Services 


Wholesaling accounted 
for 57% of corporate 
sales in fiscal 1975 


Variety Stores 


Supermarkets 
Beverage Stores 


Delicatessens 


Gift Shops 



of machines dispensing thousands of items weekly. 
The service given is as simple as providing a 
satisfying cup of coffee to as complex as serving a 
full course meal with appropriate beverages, condi¬ 
ments and eating utensils. 

The AAV concept of a successful vending operation 
focuses on maintaining high quality and providing 
excellent service. To do this requires far more than the 
initial investment in a piece of mechanical equipment. 
The services and capabilities which go beyond this are 
what have made AAV a successful vending company. 

We purchase the best equipment available, modify 
it to meet customer specifications in terms of 
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appearance and content, and service it with a 
regularly scheduled program of sanitation and mainte¬ 
nance to assure continued satisfactory performance. 
Each food service relationship is tailored on an 
individual basis as to equipment, menu and 
financial arrangement. 

AAV is ready to provide everything required to 
meet customer needs — design, installation and 
operation of a complete manual cafeteria; a combina¬ 
tion manual and automatic cafeteria; or a fully 
automatic cafeteria with an on-the-premises attendant. 
Additional equipment including bill and coin changers, 
micro-wave ovens, condiment stations and all dining 
area furnishings are available through AAV. 

Supporting our food services are dietitians, food 
preparation specialists, sales representatives, 
maintenance and service specialists and related 
administrative expertise. Much of the food for our 
automatic vendors and our manual lunch programs is 
prepared in AAV commissaries in Cleveland 
and Cincinnati. 

Our Vending/Food Service business has more than 
20,000 pieces of equipment to serve locations in 
Ohio, Michigan, Kentucky, Indiana and Florida. 






























We utilize new as well as remanufactured equipment 
serviced and rebuilt in our 40,000-square-foot 
equipment service facility in Cleveland. 

Vending locations include places at which people 
work, play or congregate, and the number of machines 
at any one location can vary from a single unit to 
more than a hundred units as in the case of an 
industrial facility or educational institution. Food 
services are provided to schools, hospitals, industry, 
commercial facilities and government agencies. 

As a vending operator with more than 42 years 
experience, AAV has developed its service skills to a 
high degree of efficiency and we believe that this 
attracts, satisfies and retains customers. 

Wholesaling 

Wholesale distribution of tobacco products, 
candy, non-prescription health and beauty aids, paper 
products, fountain supplies and sundry items, and 
the packaging and distribution nationally of feminine 
hygiene products for sale through vending machines 
has continued to provide increased revenues and 
earnings for AAV. In fiscal 1975, these wholesaling 
activities accounted for 57 per cent of total sales. 












































Facilities for the distribution of candy, tobacco and 
related products are located in Cleveland, Ohio, 
Washington, D. C. and Beaver Falls, Pennsylvania. 
This facet of our wholesaling business has progressed 
rapidly since our acquisition in 1972 of Standard 
Cigar & Tobacco Company of Washington, D. C. 

Wholesaling of candy and tobacco products remains 
an attractive business at AAV and we are continuing 
to seek acquisition of additional firms in new 
geographic areas. 

Feminine hygiene product packaging and distribu¬ 
tion for sale nationally through vending machines 
is a specialized segment of AAV's wholesaling 
business. We are the exclusive distributors of 
Tampax® tampons which are vended through machines 
throughout the United States. We also package and 
distribute Cards* 1 , an AAV proprietary product, 
and various products manufactured by Kimberly-Clark 
Corporation. We have a nationwide network of sales 
representatives who sell these products to janitorial 
supply houses, paper companies and other firms 
which supply industrial, institutional and 
commercial customers. AAV also produces and sells 
the mechanical vending equipment used to dispense 
these products. 
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Sales 



Net Earnings 



Net Earnings Per Share 


AAV is in the Vending/Food 
Service business and the 
Wholesaling business. Vending/ 
Food Service consists of pro¬ 
viding a wide variety of 
products and services through 
vending machines and through 
manual cafeterias. The Com¬ 
pany's wholesaling business 
involves the distribution of 
candy, tobacco products and 
sundries to a variety of retailers 
and the packaging and national 
distribution of feminine hygiene 
products for sale through 
vending machines. 
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Five Year Summary of Operations and Financial Position 


Years ended February 28/29 1975 


Sales: 

Vending/Food Services. $40,849,231 

Wholesale . 54,564,386 

Other . 138,674 

95,552,291 

Cost of sales: 

Vending/Food Services. 21,129,843 

Wholesale . 49,814,110 

Other . 19,095 

70,963,048 

Selling, administrative and other 

operating expenses . 18,987,739 

Interest expense. 829,060 

Income taxes. 1,632,500 

Net earnings. $ 1,749,798 

Earnings per common and common 
equivalent share: 

Primary . $ 1.38 

Fully diluted. $ 1.38 

Cash dividends per share. $ .25 

Current assets. $13,812,822 

Current liabilities. 6,333,678 

Working capital. 7,479,144 

Fixed assets — net . 11,288,615 

Other assets . 10,169,870 

Total . 28,937,629 

Long-term debt and deferred credits. 11,047,951 

Shareholders' equity. $17,889,678 

Shareholders' equity per share. $ 14.12 

Average number of shares 

outstanding — primary . 1,266,807 

Notes: 


The year ended February 28,1971 has been revised to reflect 
the retroactive application of the State of Ohio income tax. 

The Company does not maintain records which allocate its 
selling and other expenses to each of its lines of business. 
Certain expenses, however, principally selling and customer 
servicing, are proportionately higher for Vending/Food 
Services than for Wholesaling and therefore the percentage 
contribution of each line of business to net income is not 


1974 

1973 

1972 

1971 

$40,479,164 

51,568,319 

145,418 

92,192,901 

$37,054,148 

35,558,772 

181,641 

72,794,561 

$34,970,383 

12,774,444 

79,128 

47,823,955 

$33,104,004 

10,725,211 

50,616 

43,879,831 

21,829,279 

47,116,986 

13,436 

68;959,701 

20,173,965 

32,015,936 

12,083 

52,201,984 

19,459,575 

10,118,515 

9,235 

29,587,325 

18,506,946 

8,164,121 

11,510 

26,682,577 

17,919,697 

750,270 

1,374,500 
$ 1,690,822 

15,465,147 

645,455 

1,316,700 
$ 1,548,185 

13,797,275 

627,920 

1,064,000 
$ 1,308,362 

13,106,763 

715,350 

907,093 
$ 1,015,218 


$ 1.32 

$ 1.16 

$ .99 

$ .78 

$ 1.32 

$ 1.16 

$ .97 

$ .77 

$ .21V4 

$ .20 

$ .20 

$ .20 

$12,285,107 

$10,642,728 

$ 8,032,436 

$ 7,267,967 

7,295,646 

5,723,689 

4,457,033 

3,504,404 

4,989,461 

4,919,039 

3,575,403 

3,763,563 

11,927,817 

11,521,139 

10,827,465 

10,370,347 

10,055,126 

9,964,480 

9,367,620 

9,073,448 

26,972,404 

26,404,658 

23,770,488 

23,207,358 

10,467,339 

11,203,981 

9,862,126 

10,385,868 

$16,505,065 

$15,200,677 

$13,908,362 

$12,821,490 

$ 12.90 

$ 11.36 

$ 10.53 

$ 9.90 

1,279,402 

1,338,637 

1,320,446 

1,295,083 


proportionate to its contribution to gross profit. Manage¬ 
ment believes all lines of business are profitable. 

The only separate class of similar products or services 
which accounted for 10% or more of sales is wholesaling of 
tobacco products, confections, proprietary drugs, and 
sundries and related items which accounted for the following 
percentages of sales: 1975—53%, 1974—52%, 1973—45%, 
1972—22%, and 1971—19%. 
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Management's Discussion and Analysis of the Summary of Operations 


To enable investors to understand and evaluate 
material periodic changes in the various items of the 
foregoing summary of operations, the following 
information is provided. 

1975 Compared to 1974 

Sales increased by $3,359,390 or 3.6%. The increase 
in sales occurred primarily in the tobacco wholesaling 
divisions. Beaver Falls Candy & Cigar Co. which 
was acquired at the beginning of fiscal 1975 contributed 
sales of approximately $6,900,000. Total sales increased 
less than this amount, however, primarily because the 
Company followed a policy during the year of eliminating 
sales which did not meet profit objectives and replacing 
them with sales yielding higher profit margins. 

Interest expense increased $78,790 or 10.5% reflecting 
higher interest rates prevailing during fiscal 1975 on the 
Company's bank loan on which interest is tied to the 
prime commercial lending rate. 

Income taxes increased $258,000 or 18.8%. Of this, 
$152,148 was the tax at the expected normal Federal 
income tax rate of 48% on the increase of $316,976 in 
earnings before taxes on income and $46,622 was due 
to a decrease in investment credit reflecting a planned 
slowdown in fixed asset purchases. 

The Company changed its basis of determining cost 
for cigarette inventories in 1975 from the first-in, 
first-out (FIFO) to the last-in, first-out (LIFO) method. 
The change was adopted in order to more accurately 
match cigarette revenues with related costs. The price 
charged for cigarettes by the manufacturers increased 


twice during fiscal 1975. These cost increases were 
reflected in higher selling prices of cigarettes by the 
Company at both the wholesale and retail levels. The 
adoption of LIFO decreased reported earnings by $99,700 
($.08 per share) compared to earnings under the 
previously used FIFO cost method of valuing inventories. 

1974 Compared to 1973 

Sales increased $19,398,340 or 26.6%. The Company's 
tobacco wholesaling sales accounted for $15,693,287 of 
this increase reflecting higher sales at all major locations 
and the inclusion of Standard Cigar & Tobacco Co. 
for the full year. Standard was acquired on June 16,1972 
and thus was included for only 8 V 2 months in fiscal 
1973. As a result of the higher sales volume, cost of sales 
increased $16,757,717 or 32.1%. Selling, administrative 
and other operating expenses increased $2,454,550 or 
15.9%. This increase resulted largely from ( 1 ) the 
inclusion of Standard Cigar & Tobacco Co. for the 
full year, (2) increased delivery and route servicing costs 
occasioned by higher gasoline prices and (3) higher wages. 

Interest expense increased $104,815 or 16.2%. This 
increase was due to (1) higher interest rates on the 
Company's bank loan on which interest is tied to the 
prime commercial lending rate, (2) increased amounts of 
short-term borrowing during the year and (3) a full 
year's interest in 1974 compared with a partial year's 
interest in 1973 on (a) the notes issued in connection 
with the acquisition of Standard Cigar & Tobacco 
Co. and (b) the State of Ohio Industrial 
Revenue Bonds. 
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The AAV Companies 

Consolidated Balance Sheets 

February 28,1975 and 1974 


1975 1974 


Assets 


Current assets: 


Cash (including short-term cash investments of $298,988 in 1975) . 

Trade receivables.. 

Other advances and receivables.. 

Merchandise inventories (notes A and B). 

Advances on customer commissions. 

Prepaid expenses . 

. $ 2,565,083 

. 3,054,259 

. 252,564 

. 5,577,654 

. 1,625,396 

. 737,866 

1,262,573 

2,882,191 

318,212 

5,274,526 

1,844,606 

702,999 

Total current assets.. 

. 13,812,822 

12,285,107 

Other assets .. 

. 918,784 

960,330 

Property and equipment (note E): 

Land, buildings and improvements . 

Vending equipment. 

Other equipment . 

Funds held by trustee set aside for construction. 

. 4,831,964 

. 16,299,477 

. 2,836,882 

4,799,140 

15,817,309 

2,739,705 

52,146 


23,968,323 

23,408,300 

Less accumulated depreciation and amortization. 

. 12,679,708 

11,480,483 


11,288,615 

11,927,817 

Intangibles (note D) . 

. 9,251,086 

9,094,796 


$35,271,307 34,268,050 


See accompanying notes to consolidated financial statements. 
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Liabilities and Shareholders' Equity 

Current liabilities: 

Current portion of long-term debt (note E). $ 1,023,828 

Short-term notes payable, 10V4% . — 

Trade accounts payable. 3,463,718 

Other payables and accrued expenses. 1,534,695 

Income taxes payable. 311,437 

Total current liabilities. 6,333,678 

Long-term debt (note E): 

Notes payable to banks. 2,724,649 

Notes payable to others. 3,801,450 

Capitalized lease obligations. 4,055,000 

10,581,099 

Less current portion shown above. 1,023,828 

9,557,271 

Deferred taxes on income. 1,333,945 

Reserve for lease commitment (note F). 156,735 


Shareholders' equity (note G): 

Serial preferred shares without par value. 

Authorized 200,000, no shares issued 
Common shares, no par value. 


Authorized 3,000,000, issued 1,372,715 . 686,358 

Additional paid-in capital. 4,277,354 

Retained earnings (note E). 13,723,480 

18,687,192 

Less cost of common shares held in treasury 

(109,837 in 1975 and 100,187 in 1974). 797,514 


17,889,678 

Commitments and contingencies (note J) . 

$35,271,307 


883,128 
1,000,000 
3,733,925 
1,667,173 
11,420 
7,295,646 

1,521,220 

4,263,741 

4,150,000 

9,934,961 

883,128 

9,051,833 

1,243,250 

172,256 


686,358 

4,277,354 

12,290,617 

17,254,329 

749,264 

16,505,065 


34,268,050 
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The AAV Companies 

Consolidated Statements of Earnings 

Years ended February 28,1975 and 1974 



1975 

1974 

Revenues: 



Sales . 

. $95,552,291 

92,192,901 

Other income. 

. 249,453 

239,414 


95,801,744 

92,432,315 

Cost and expenses: 



Cost of merchandise sold. 

. 70,963,048 

68,959,701 

Selling, administrative and other operating expenses. 

. 18,987,739 

17,919,697 

Depreciation and amortization. 

. 1,982,703 

1,973,776 


91,933,490 

88,853,174 

Earnings from operations. 

. 3,868,254 

3,579,141 

Other deductions — net: 



Interest expense. 

. 829,060 

750,270 

Miscellaneous, net. 

. (343,104) 

(236,451) 


485,956 

513,819 

Earnings before taxes on income. 

. 3,382,298 

3,065,322 

Income taxes (note I): 



Currently payable . 

. 1,552,000 

1,197,200 

Deferred . 

. 80,500 

177,300 


1,632,500 

1,374,500 

Net earnings. 

. $ 1,749,798 

1,690,822 

Earnings per common and common equivalent share (note K). 

. $1.38 

1.32 


The AAV Companies 

Consolidated Statements of Shareholders' Equity 

Years ended February 28,1975 and 1974 



Common 

Shares, 

No Par Value 

Additional 

Paid-in 

Capital 

Retained 

Earnings 

Treasury 

Shares 

Balance at February 28, 1973 . 

$686,358 

4,277,354 

10,871,866 

634,901 

Net earnings . 

— 

— 

1,690,822 

— 

Cash dividends, $.2lV4 per share. 

— 

— 

(272,071) 

— 

Common shares purchased, 17,800 shares . . . . 

— 

— 

— 

114,363 

Balance at February 28, 1974 . 

686,358 

4,277,354 

12,290,617 

749,264 

Net earnings. 


— 

1,749,798 

— 

Cash dividends, $.25 per share. 

— 

— 

(316,935) 

— 

Common shares purchased, 9,650 shares. 

— 

— 

— 

48,250 

Balance at February 28, 1975 . 

. . . $686,358 

4,277,354 

13,723,480 

797,514 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Consolidated Statements of Changes in Financial Position 

Years ended February 28,1975 and 1974 


Sources of working capital: 

Net earnings. 

Charges (credits) to earnings which do not require working capital: 

Depreciation and amortization. 

Net loss (gain) on disposal of property and equipment. 

Mortgage loan expense. 

Increase in deferred income taxes. 

Working capital provided by operations. 

Proceeds from sale of property and equipment. 

Proceeds from additions to long-term debt. 

Total sources of working capital. 


Uses of working capital: 

Cash dividends. 

Purchase of treasury shares.. 

Purchase of property and equipment. 

Current installments and repayment of long-term debt ... 

Goodwill and other intangibles purchased ... 

Rent and other expenses under lease commitment (note F) 
Other assets — net. 

Total uses of working capital.. 

Increase in working capital. 


1975 1974 


$ 1,749,798 

1,690,822 

1,982,703 

1,973,776 

1,356 

(39,842) 

20,022 

13,394 

90,695 

161,707 

3,844,574 

3,799,857 

219,496 

307,787 

1,453,750 

— 

5,517,820 

4,107,644 


316,935 

272,071 

48,250 

114,363 

1,531,918 

2,621,240 

948,312 

883,112 

188,725 

45,058 

15,521 

15,237 

(21,524) 

86,141 

3,028,137 

4,037,222 

$ 2,489,683 

70,422 


Changes in components of working capital: 

Increase (decrease) in current assets: 

Cash . 

Funds held by trustee set aside for lease obligations 

Trade receivables. 

Other advances and receivables. 

Merchandise inventories . 

Advances on customer commissions. 

Prepaid expenses . 

Increase (decrease) in current liabilities: 

Current portion of long-term debt. 

Short-term notes payable. 

Trade accounts payable. 

Other payables and accrued expenses. 

Income taxes payable. 


Increase in working capital 


$ 1,302,510 

172,068 

(65,648) 

303,128 

(219,210) 

34,867 

1,527,715 

140,700 

(1,000,000) 

(270,207) 

(132,478) 

300,017 

(961,968) 
$ 2,489,683 


606,584 

(43,000) 

706,479 

(151,512) 

532,687 

(70,837) 

61,978 

1,642,379 

(102,609) 

896,000 

908,998 

113,698 

(244,130) 

1,571,957 

70,422 


See accompanying notes to consolidated financial statements. 
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The AAV Companies 

Notes to Consolidated Financial Statements 

February 28, 1975 and 1974 


A. Summary of Significant Accounting Policies: 

(1) Principles of Consolidation: 

All of the Company's subsidiaries are wholly-owned 
and their accounts are included in the accompanying 
consolidated financial statements. All material 
inter-company balances and transactions have been 
eliminated. The results of operations of acquired 
companies are included in the consolidated statements 
of earnings from their respective dates of acquisition. 
Details of the Company's equity in subsidiaries 
are as follows: 

1975 1974 

Undistributed net earnings of 
subsidiaries since acquisition 
(included in retained earnings 

upon consolidation) . $13,070,759 11,512,219 

Less the excess of cost of 

investment in subsidiaries over 
equity in such subsidiaries 
at date of acquisition (included 
in the balance sheet caption 

"Intangibles") . 168,500 168,500 

Excess of the Company's equity 
in its subsidiaries over the 
carrying amount of investments 

in such subsidiaries . $12,902,259 11,343,719 

(2) Inventories: 

Inventories are valued at the lower of cost or market. 
Effective for the year ended February 28, 1975, the 
method of determining cost for the cigarette portion of 
the Company's inventory was changed from the first-in, 
first-out method to the last-in, first-out method 
(see note B). Determination of cost for other items 
included in inventory for the year ended February 28, 
1975 is based upon the first-in, first-out method. 

In 1974, the cost of all inventories was determined on the 
basis of the first-in, first-out method. 

The inventories used in the determination of cost 
of goods sold were as follows: 


February 28, 1973 . $4,741,839 

February 28, 1974 . 5,274,526 

February 28, 1975 . 5,577,654 


(3) Property and Equipment: 

The Company currently provides for depreciation and 
amortization over the estimated useful lives of the 
respective assets using annual rates as follows: 


Buildings and improvements. 35 to 45 years 

Vending equipment — purchased new. 4 to 8 years 

Vending equipment — purchased used. 4 to 6 years 

Office and other equipment. 10 years 

Automotive equipment . 4 years 


Depreciation is generally provided under the 
straight-line method for financial statement purposes 
whereas for income tax purposes the Company 


depreciates a substantial portion of its property and 
equipment under accelerated methods. 

The Company has entered into agreements with 
the State of Ohio and the City of Solon, Ohio to 
lease plant facilities located in Cincinnati and 
Solon, Ohio financed with the proceeds from issues of 
Industrial Revenue Bonds. The leases expire in 1993 
and 1997, respectively, with the Company having an 
option in the first lease and an obligation in the second to 
purchase the properties for a nominal amount at 
expiration. The leases have been recorded as purchases 
of properties which are being depreciated over their 
respective estimated useful lives. 

Maintenance and repairs are charged to expense as 
incurred. Costs of renewals and betterments are 
capitalized. At such times as properties are disposed of, 
the cost and accumulated depreciation thereon are 
removed from the accounts and any gain or loss on 
such disposition is reflected in the consolidated 
statement of earnings. 

(4) Intangibles: 

Goodwill acquired prior to November 1 , 1970, is not 
being amortized since there has been no diminution in 
value. Goodwill acquired subsequent to October 31,1970 
is being amortized over a period of forty years in 
accordance with present accounting principles. 

(5) Income Taxes: 

Separate Federal income tax returns are filed by the 
Company and its subsidiaries. 

Management has reinvested the earnings of the 
subsidiaries therein and, therefore, no provision has 
been made in the accompanying statements for income 
taxes on their undistributed earnings which amounted to 
$13,070,759 and $11,512,219 at February 28, 1975 
and 1974, respectively. 

The tax benefits derived from the use of accelerated 
methods of depreciation for tax purposes have been 
deferred and will be payable when financial statement 
depreciation on these items exceeds tax depreciation. 

The Company accounts for the investment tax credit 
on the flow-through method. 

B. Inventories: 

In 1975, the Company changed its method of 
determining cost for the cigarette portion of the mer¬ 
chandise inventory to the last-in, first-out (LIFO) 
method from the first-in, first-out (FIFO) method. 

If the FIFO method had been used by the Company for 
all merchandise inventory, the inventory, at February 
28,1975, would have been approximately $207,000 
higher than that reported. As a result of the change, 
net earnings were reduced by approximately $99,700 or 
$.08 per share for the year ended February 28, 1975. 

Pro forma effects of the retroactive application of 
LIFO are not determinable, and there is no cumulative 
effect on retained earnings at the beginning of the year. 
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Management believes the LIFO method applied to the 
cigarette portion of the inventory will achieve a better 
matching of current costs and revenues because of 
the continuing escalation in cigarette prices. With respect 
to the remaining inventories, management believes 
that because the cost of these items fluctuate with the 
upward and downward movements in basic commodities 
prices, the FIFO method of determining cost properly 
matches current costs and revenues. 


C. Business Combinations: 

On March 1, 1974, the Company acquired certain 
assets of Beaver Falls Candy & Cigar Co., a wholesaler 
of candy, tobacco and related products for approximately 
$300,000. The transaction has been accounted for as 
a purchase and Beaver Falls' operations are included in 
the consolidated financial statements from the 
date of acquisition. 

Had the Company been acquired as of March 1 , 1973, 
pro forma consolidated sales, net earnings and 
earnings per share for the year ended February 28,1974 
would have approximated $97,879,000, $1,727,000 
and $1.35, respectively. 

During 1974 and 1975, the Company acquired the 
net assets of several other businesses at an aggregate 
cost of approximately $168,000. These acquisitions were 
accounted for as purchases and were absorbed into 
existing operations. The effect of these acquisitions on 
the accompanying consolidated financial statements 
is not material. 


D. Intangibles: 


The amount shown for intangible assets consists 
of the following: 


1975 1974 


Goodwill — vending companies 


purchased . $ 7,522,655 

Goodwill — non-vending . 1,695,432 

Other . 32,999 


7,484,446 

1,572,457 

37,893 


$ 9,251,086 9,094,796 


Goodwill, included in the above summary, of 
$865,293 and $726,000 in 1975 and 1974 is being 
amortized and is shown net of accumulated amortization 
of $51,699 and $30,841, respectively. 


E. Notes Payable and Long-Term Debt: 

A description of the long-term debt follows: 

1975 1974 

Note payable to a bank. As revised 
on June 3,1974, this note is 
payable in quarterly installments 
of $100,000 through July 1, 

1981. Previously, quarterly 
installments of $75,000 were 
required through November 30, 

1976, with a final payment of 
$555,000 due February 28,1977. 

Interest is at Vi% above the 
prime bank rate. The current rate 

of interest on this note is 8% . . $ 2,600,000 1,380,000 

A 6V 2 % note to an institutional 
investor payable in annual 


installments of $320,000 with a 
final payment of $300,000 due 
June 1,1982. This note was 
issued with warrants to purchase 
100,000 common shares at $7 per 

share through June 1 , 1977 . . $ 2,540,000 2,860,000 

Mortgage notes payable in various 
installments with interest rates 
varying from 6 V 4 % to 7 1 /4 % 

per annum . 

A non-interest bearing note 
payable in annual installments 
of $ 20,000 through 

June 1 , 1974 . 

Notes issued in connection with 
the acquisition of Standard 
Cigar & Tobacco Co. payable 
in quarterly installments of 
$37,520 through August 1,1982, 
with interest at V 2 % above the 
prime bank rate but not to 
exceed 6%. The notes are 
secured by certain assets of 

Standard Cigar . 

Note issued in connection with 
the acquisition of Beaver Falls 
Candy & Cigar Co., due 
June 1,1975, together with 
interest at 8% per annum .... 

Rental payments under long-term 
lease obligations. Rental payments 
are set at amounts sufficient to 
meet the semi-annual interest 
and principal requirements of 
two issues of Industrial Revenue 
Bonds as they become due. 

Such requirements will vary 
between $340,000 and $355,000 
per year through 1993 and 
approximate $280,000 thereafter 
to 1997. Interest rates vary from 
5% to 6% % depending on the 
term of the bonds. 

Principal amount . 4,055,000 4,150,000 

Total long-term debt_$10,581,099 9,934,961 


Interest expense includes interest on bonds, mort¬ 
gages and similar debt of $805,077 and $678,199 in the 
years ended February 28, 1975 and 1974, respectively. 

The debt agreements contain restrictions on the 
Company with respect to maintenance of working 
capital, payment of cash dividends and use of cash for 
purchase or redemption of common shares. The 
Company is in compliance with these restrictions. 

At February 28, 1975 and 1974, retained earnings 
totaling $4,541,608 and $4,031,894, respectively, were 
free of such restrictions. 

There were no compensating balance arrangements in 
either of the years ended February 28, 1975 or 1974. 

Land, buildings and certain equipment are pledged as 
security for mortgage notes and capitalized leases. 

Life insurance policies with a cash value of $225,217 
at February 28, 1975 are pledged as security for 
certain long-term debt. 

The aggregate maturities of the long-term debt for the 


264,282 286,816 


20,000 


1,088,067 1,238,145 


33,750 
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five years subsequent to February 28, 1975 
are as follows: 


1976 . $1,023,828 

1977 . 996,878 

1978 . 998,578 

1979 . 1,019,824 

1980 . 1,006,978 


on the dates the options are granted. Options are 
exercisable in full or in part on the basis of the 
Company's performance over a three year period, 
commencing with the year in which the option is 
granted, and expire ten years from the date of grant. 
Details pertaining to this plan for 1975 and 1974 
are as follows: 


The average amount of short-term debt outstanding 
during the years ended February 28, 1975 and 1974 
was $123,500 and $735,000 with related weighted 
average interest rates of 12.8% and 9.0%, respectively. 
The maximum amount of short-term debt outstanding 
during 1975 and 1974 was $1,000,000 and 
$1,250,000, respectively. 

F. Reserve for Lease Commitment: 

In February 1970, a reserve was established in the 
amount of $232,544 representing the difference between 
the lease cost of the Company's former corporate 
headquarters building and the estimated value to be 
recovered from the property for the balance of the 
lease period, net of income taxes. During the years 
ended February 28,1975, and February 28,1974, $15,521 
and $15,237, respectively, were charged to the reserve. 

G. Stock Options: 

Under the Company's qualified stock option plan, 
15,934 common shares are reserved for issuance to key 
employees at not less than market value on the dates 
options were granted. All options granted under the 
plan were issued at amounts equal to the market value at 
date of grant. Options are exercisable after two years 
from date of grant to the extent of one-third of the 
shares in each of the next three years and expire 
five years from date of grant. Under provisions of the 
plan, no additional options could be granted after 
April 30, 1974. Details pertaining to this plan for 1975 
and 1974 are as follows: 



Number 

of 

Option Price 


Shares 

Per Share 

Total 

Outstanding, 

February 28, 1973 . . 

.. 17,034 

5.500 - 17.125 

$152,018 

Cancelled . 

(300) 

9.250 

(2,775) 

Expired . 

(300) 

17.125 

(5,138) 

Outstanding, 

February 28, 1974 . . 

. . 16,434 

5.500 - 10.625 

144,105 

Cancelled . 

(500) 

8.250 - 10.625 

(4,837) 

Outstanding, 

February 28, 1975 . . 

, . 15,934 

5.500 - 10.625 

$139,268 


With respect to the options outstanding, 15,534 were 
exercisable at February 28, 1975. The remaining 400 
options become exercisable during the year ending 
February 28, 1976. 

On June 26, 1973 the Board of Directors adopted a 
Performance Share Option Plan reserving 100,000 shares 
for issuance to key employees. 75,000 of these shares 
are reserved for issuance at not less than market 
value on the dates options are granted. The remaining 
25,000 shares are reserved for issuance at a per share 
option price not less than 10% of the market value 


Number 

of 

Shares 

Granted during 1974 
and outstanding, 

February 28, 1974 . . . 28,040 

Cancelled . (960) 

Outstanding, 

February 28, 1975 . . . 27,080 


Option Price 
Per Share Total 


5.625 - 6.875 $191,775 

6.875 (6,600) 

5.625 - 6.875 $185,175 


With respect to the Performance Share Plan, all 
options outstanding at February 28, 1975 become 
exercisable after February 28, 1976 to the extent that 
specified performance levels are achieved. All options 
granted under the plan have been issued at amounts 
equal to the market value at date of grant. 

Under the qualified plan, there are no charges to 
income and no accounting entries are made until the 
options are exercised. Under the Performance Share 
Plan, the Company will have a charge to earnings for 
shares potentially earned, based on performance levels 
achieved, to the extent the fair market value of such 
shares exceeds the option price at year-end. Upon 
exercise under both plans, the common share account is 
credited with the stated value of the shares issued 
and additional paid-in capital is credited with the 
remainder of the proceeds. 


H. Pension Plans: 

During 1974, the Company adopted an amendment to 
its pension plan and consolidated certain former plans. 
The plan covers substantially all employees not 
otherwise covered by retirement plans. The Company's 
policy is to fund actuarially determined pension costs 
including amortization of past service costs over 
30 years. Pension expense under the plan totaled 
$74,794 in 1975 and $50,038 in 1974. Unamortized 
prior service costs approximated $294,000 and $303,000 
at February 28, 1975 and 1974, respectively. At 
February 28, 1975 the assets of the pension fund 
exceeded the actuarially computed value of vested 
benefits under the plan. 

The Company and its subsidiaries also contribute to 
various trusteed pension plans under union agreements. 
The aggregate cost for these plans was approximately 
$122,000 and $98,000 in 1975 and 1974, respectively. 
The Company has no past service liability under 
these plans. 

The effect of the Employee Retirement Income 
Security Act of 1974 on the cost of the Company's 
pension plan has not yet been actuarially determined. 
Any increases resulting from amendments necessary to 
conform the plan to the new act will not be effective 
until the fiscal year ending February 28, 1977. 
Contemplated increases in pension plan costs would not 
be material to the Company's consolidated financial 
position or results of operations. 
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I. Income Taxes: 

Income tax is made up of the following components: 


1975: 

Currently payable 
Deferred . 

1974: 

Currently payable 
Deferred . 


u.s. 

State and 


Federal 

Local 

Total 

$1,380,400 

171,600 

1,552,000 

66,400 

14,100 

80,500 

1,446,800 

185,700 

1,632,500 

$1,056,993 

140,207 

1,197,200 

161,707 

15,593 

177,300 

$1,218,700 

155,800 

1,374,500 


Deferred (prepaid) tax expense results from timing 
differences in the recognition of revenue and expense for 
tax and financial statement purposes. The sources of 
these differences and the tax effect of each 
are as follows: 


Excess of tax over book depreciation .. . 
State income taxes not deductible for 
Federal income tax purposes until 

following year. 

Construction expenses capitalized for 

books deductible for tax. 

Tax over book gain on sale 

of fixed assets. 

Rent and other expenses under 
lease commitment, previously 

expensed on books . 

Miscellaneous items. 

Deferred state income taxes 

on timing differences. 

Total deferred tax. 


1975 

1974 

$89,773 

161,953 

(13,681) 

(9,888) 

— 

16,920 

(14,237) 

(18,466) 

15,520 

14,065 

(10,975) 

(2,877) 

66,400 

161,707 

14,100 

15,593 

$80,500 

177,300 


Total tax expense in 1975 is more than the amount 
computed by applying the U. S. Federal income tax rate 
of 48% to earnings before tax. In 1974 the total tax 
expense was less than the computed amount. The 
reasons for these differences are as follows: 



1975 

1974 

Computed "expected" tax expense . 
Increase (reduction) in taxes 
resulting from: 

Investment tax credit on 

$1,623,503 

1,471,355 

asset purchases. 

(97,689) 

(144,311) 

Multiple surtax exemptions .. 
State and local taxes, net of 

(24,518) 

(46,595) 

Federal income tax benefit .. 
Non-deductible life insurance 

96,564 

81,016 

expense . 

11,403 

7,377 

Amortization of goodwill. 

10,514 

7,740 

Miscellaneous items. 

12,723 

(2,082) 

Actual tax expense. 

$1,632,500 

1,374,500 


J. Lease Commitments: 

In addition to the lease commitments recorded as 
debt as described in notes E and F, the Company and its 
subsidiaries occupy certain facilities under lease 
arrangements, all of which are considered operating 
leases. Rental expense under such arrangements 
amounted to $64,718 and $72,218 in 1975 and 1974, 
respectively. 


A summary of the noncancellable commitments 
under these leases is as follows: 


1976 . 

1977 . 

. 57 818 

1978 . 

57 818 

1979 . 

57 818 

1980 . 

. 50 318 

1981-1985 . 

. 165,999 


Total rental expense is less than 1% of consolidated 
revenues in each of the years ended February 28,1975 
and February 28, 1974. There were no non-capitalized 
financing leases. 


K. Earnings Per Share: 

Earnings per common and common equivalent share 
have been computed based on the average number of 
common shares outstanding. The calculation assumes 
the exercise of stock options (note G) and warrants 
(note E) with the proceeds used to purchase common 
shares of the Company at the average market price 
throughout the periods where assumption of such 
exercise would have a dilutive effect on the calculation. 


Accountants' Opinion 


The Board of Directors and Shareholders 
The AAV Companies: 

We have examined the consolidated balance sheets of 
The AAV Companies as of February 28, 1975 and 1974, 
and the related consolidated statements of earnings, 
shareholders' equity and changes in financial position 
for the years then ended. Our examination was made 
in accordance with generally accepted auditing 
standards, and accordingly included such tests of the 
accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated 
financial statements present fairly the financial position 
of The AAV Companies at February 28,1975 and 1974 
and the results of their operations and changes in 
their financial position for the years then ended in 
conformity with generally accepted accounting 
principles applied on a consistent basis, except for the 
change, with which we concur, in the method of 
determining certain inventory costs, as described in 
note B to the consolidated financial statements. 

Tfti&Ld + Or-. 

Cleveland, Ohio 
April 25,1975 
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Principal Subsidiaries and Divisions 


District of Columbia 

Standard Cigar & Tobacco Division 

Florida 

Jacksonville 

AAV-United Service Company 

Illinois 

Chicago 

AAV Pure-Nap Products Company 

Indiana 

(South Eastern) 

Wagg Service Company 

Kentucky 

Louisville 

Southern Music Company 
Wagg Coffee Service Company 
Wagg Service Company 

Maryland 

(South Central) 

Standard Cigar & Tobacco Division 

Michigan 

Detroit 

Market Music Company 
Market Vending Company 
Robot Services Company 

Ohio 

Cincinnati 

American Coffee Service Company of Cincinnati 
Stern Amusement Company 
Stern Music Company 
Stern Vending Company 


Cleveland 

AAV Pest Control Company of Cleveland 

Ace Tobacco Company 

American Coffee Service Company 

American Food Services Company 

American Nursing Home Consulting Company 

American Product Development Company 

American Vending Sales Company 

Emslee Products Company 

Hospital Specialty Company 

Scan-O-Vision Company 

Swifty Food Company 

Columbus 

Ace Vending Company 

American Coffee Service Company of Columbus 
Dayton 

AAV-Corson Service Company 
Hamilton 

Butler County Vending Company 
Toledo 

American Coffee Service Company of Toledo 
Star Vending Company 

Pennsylvania 

Beaver Falls 

Beaver Falls Candy & Cigar Division 

Virginia 

(North Eastern) 

Standard Cigar & Tobacco Division 


twenty 







Board of Directors 

Louis B. Golden, Chairman 

Robert S. Reitman, President , Vice Chairman and Chief Executive Officer 

Morton L. Reitman, Executive Vice President 

David J. Golden, Senior Vice President and Treasurer 

Irving L. Kaplan, Senior Vice President 

James H. Berick, Partner , Burke , Haber & Berick (Attorneys) 

Miriam G. Golden, Investor 

Glenn Golenberg, President , Joseph , Mellen & Miller , Inc. (Investment Bankers) 
George F. Pryor, Retired Vice President , The Cleveland Trust Company 
David M. Thoburn, Senior Vice President , The Cleveland Trust Company 

Officers 

Louis B. Golden, Chairman 

Robert S. Reitman, President , Vice Chairman and Chief Executive Officer 

Morton L. Reitman, Executive Vice President 

David J. Golden, Senior Vice President and Treasurer 

Irving L. Kaplan, Senior Vice President 

Norman Borkan, Vice President 

Jerry G. Gardner, Vice President 

James H. Berick, Secretary 


Transfer Agents 

The Cleveland Trust Company, Cleveland, Ohio 44101 
The Chase Manhattan Bank, New York, New York 10015 

Registrars 

The Union Commerce Bank, Cleveland, Ohio 44101 
The Chase Manhattan Bank, New York, New York 10015 

General Counsel 

Burke, Haber & Berick, Cleveland, Ohio 44114 

Independent Accountants 

Peat, Marwick, Mitchell & Co., Cleveland, Ohio 44114 







companies 


31100 Solon Road/Cleveland, Ohio 44139 
216/248-7000 


' > • 













